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Independent Auditars' Beparl

Board of Education
Tawas Area Schools
losco County, Michigan

Wea have audiled the accompanying financial slalements of the governmeantal aclivities, each major fund, and tha
aggregate remaining fund information of Tawas Area Schools, lesca County, Michigan, as of and for lhe year ended June
30, 2008, which collectively comprise the School Dislrict's basic financial statements, as listed in the index. Theso
financial statements are (he responsibility of the School District’s management. Our respansibllity is 1o express opinions
on these financial statemenis based on our audil

We conducted our audit in accordance with audiling standards penerally accepted in the United States of Amarica and the
standards applicable to financial audils contained in Government Auditing Standards, issued by the Comptroller General of
ihe United States. Those standards require that we plan and perfarm tha audil lo ablain reasonable assurance abiout
whether the linancial statements are free of material misstatemeant. An audit includes examining; on a lesl basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the overall financial statement
presentation, We believe that our audit provides a reasonable basis for our apinions.

in our opinion, the financial statements reterred o in the first paragraph present fairly, m all material respects, the
respactive linancial position of the governmental activities, each major fund, and the aggregate remaining fund information
of Tawas Area Schools as of June 30, 2008, and the respeciive changes n financial position for the year then ended m
conformity wilh accounfing principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 26, 2008, included
in the Single Audit Reporis issued under separate cover, on our consideration of Tawas Area Schools' internal control aver
financial reporting and on our 1ests of ils compliance wilh certain provisions of laws, regulations, contracts and grant
agreements and other matlers. The purpose of that report i5 to describe the scope of our testing of internal control over
financial reporting and comphance and the resulls of that testing, and nat to provide an opinion en the internal control over
financial reporting or on compliance. That repart is an integral parl of an audit performed in accordance with Governmeant
Auditing Standards and should be considered in assessing Ihe resulis of our audit,

The management's discussion and analysis and budgelary comparson information are nol a required parl of the basic
financial statements but are supplementary information reguirad by accounting principles generally accepted in the United
States of America We have applied certain mited procedures, which consisted principally of inguines of managemenl
regarding the methods of measurement and presentation of the required supplementary information. However, we did nol
audit the information and express no opinion onil.

Dur audit was conductad for the purpase of forming epinions on the financial statamants thal collaclively comprise the
Tawas Area Schoaols' basic linancial statements. The combmning nonmajor funds and individual fund financial statemeants
and schedules are presented lor purposes of additional analysis and are not a required part of the basio financial
stalements. The combining nonmajor funds and individual tund financial statemenis and schedules have been subjectad
to the auditing procedures applied in the audit of the basic financial statements and, In our opinion, are fairly stated in all
material respects in relation to the basic financial statemenis taken as a whole,

Stschsse, braid € G., P.C.
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Tawas Area Schools
245 West M-55 » Tawas City, M| 48763

Donald 8. Vernon, Superintendent
Telephone (989) 984-2250 « Fax (989) 984-2253

Michigan's
Sunrise Side

As management of the Tawas Area Schoals, (the District), we offer readers of the District’s financial stalements this
narralive overview and analysis of the financial aclivilies of the District for the fiscal year ended June 30, 2008.

The management's discussion and analysis is provided al the beginning of the audlt to provide In layman’s terms
the past and current position of the school district's financial condition, This summary should nol be taken &as a
replacemant for the audit which consists of Ihe financial statements and other supplemental information that
presants all the District’s revenues and expendilures by program for lhe General Fund, Sinking Fund, Debt
Retirament Fund, Food Service Fund and Athletic Fund.

FINANCIAL HIGHLIGHTS

Cur financial statements provide these insights Into the resulls of this year's operations.

The District realized relative stability in all governmental activities for the 2007/2008 school year. Fortunately, the
District did not experience lhe predicted loss In enroliment of students causing the studenl count to remain fairly
constanl, This coupled with the modest foundation Increase from the State and the cost containment stralegies
implemented by Administration has allowed for an increase in the District’s year end Fund Balance. Future
revenus prediclions remain unreliable due to Michigan's angeing difficulty to generate accurate K-12 revenue
forecasts. The stale's conlinued high unempleyment rate and slowing economy along with escalating costs does
not promote financial confidence for the 2008/2009 school year, Our abillty to reach our financial goals and to
maintain an adequate fund balance will present an ongoing challenge.

The assets of the District exceeded its liabilities al the close of the most recent fiscal year by 58,689,718 (nat
assets), Of this amount, $1,757.324 (unrestricled nel assets) may be used to meet the Dislrict's ongoing
obligations to taxpayers, sludenis and credilors.

The District's total nel assels increased by $1,062,813. This represents Increases in ongoing revanues which
exceadad increases in angoing expandiluras.

As of the close of the current fiscal year, the District's governmental funds reported combined ending fund balances
of 52,497,294, an increase of $425,008 in comparison wilh the prior year, Of this amounl, $2,018,224 (unreserved
fund balance) is available for spending at the Districl's discrelion.

At the end of the current fiscal year, the aggregaled fund balance for he District’s operating funds (General Fund,
Sinking Fund, Debt Retirement Fund, Food Service Fund and Athletic Fund) was $2,497,284 or 20% of the total
expenditures of these operating funds.

USING THIS ANNUAL REPORT

This discussion and anslysis is intended to serve as an introduction 1o the Tawas Area Schools basic financial
stalemants. The Disfricl's basic financial stalements are comprised of three components: 1) governmenlt-wite
financial stalemenis, 2) fund financial statements, and 3) notes to the financial statements, This report also
contains other supplamentary information In addition to the basic financial statements themselves.

-2
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TAWAS AREA SCHOOLS
losco County, Michigan

MANAGEMENT 'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2008

Government -Wide Financial Statements

The government -wide financial statements are designed to provide readers with a broad overview of the District’'s finances
in @ manner similar to a private sector business.

The statement of net assets presents information on all of the District's assets and liabilities, with the difference between
the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financial position of the District is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused
vacation leave).

Both the government -wide financial statements distinguish functions of the Tawas Area School District that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to
recover all or a significant portion of their costs through user fees and charges (business-type activities). The
governmental activities of the District include instruction, support services, and food services.

The government -wide financial statements can be found in the Statement of Net Assets and the Statement of Activities.
Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. The District, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the District can be divided into two
categories: governmental funds and fiduciary funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental activities in the
government -wide financial statements. However, unlike the government-wide financial statements, governmental fund
financial statements focus on near-term inflows and outflows of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year. Such information may be useful in evaluating a District's
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government -wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities
in the government -wide financial statements. By doing so, readers may better understand the long-term impact of the
District's near-term financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenues, expenditures and changes in fund balances provide a reconciliation to facilitate this comparison between the
governmental funds and governmental activities.

The District maintains five individual governmental funds. Information is presented separately in the governmental fund
balance sheet and in the governmental fund statement of revenues, expenditures and changes in fund balances for the
General Fund and Sinking Fund which are both considered to be major funds. Data from the other three governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of these nonmajor governmental
funds is provided in the form of combining statements elsewhere in this report.

The District adopts annual appropriated budgets for its governmental funds. A budgetary comparison statement has been
provided for the general fund to demonstrate compliance with its budgets.



TAWAS AREA SCHOOLS
losco County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2008

Governmental Funds (Continued)

The basic governmental fund financial statements can be found in the Balance Sheet — Governmental Funds and the
Statement of Revenue, Expenditures and Changes in Fund Balances — Governmental Funds.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the District. Fiduciary funds are
not reflected in the government-wide financial statements because the resources of those funds are not available to
support the District's own programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary fund financial statements can be found in the Statement of Fiduciary Assets and Liabilities .
Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government -
wide and fund financial statements. The notes to the financial statements are presented in Notes to Financial Statements.

Other_Information

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information concerning budgetary information for the District's major funds. Required supplementary
information can be found in the Statement of Revenue, Expenditures and Changes in Fund Balances — Budget and Actual
— General Fund.

The combining statements referred to earlier in connection with nonmajor governmental funds are presented immediately
following the required supplementary information. Combining and individual fund statements and schedules can be found
in the Combining Balance Sheet — Other Governmental Funds and the Combining Statement of Revenue, Expenditures
and Changes in Fund Balances — Other Governmental Funds.

Our auditors have provided assurance in their independent auditors’ report, located immediately preceding this
Management’s Discussion and Analysis, that the Basic Financial Statements are fairly stated. Varying degrees of
assurance are being provided by the auditor regarding the Required Supplementary Information and the Supplemental
Information identified above. A user of this report should read the independent auditors’ report carefully to ascertain the
level of assurance being provided for each of the parts in the Financial Section.

GOVERNMENT -WIDE FINANCIAL ANALYSIS

The School District’'s net assets were $8,689,718 at June 30, 2008. Of this amount, $1,757,324 was unrestricted.
Restricted net assets are reported separately to show legal constraints from debt covenants and enabling legislation that
limit the School District’'s ability to use those net assets for day-to-day operations. Our analysis below focuses on the net
assets (Table 1) and the change in net assets (Table 2) of the School District's governmental activities.



TAWAS AREA SCHOOLS
losco County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2008

GOVERNMENT -WIDE FINANCIAL ANALYSIS (CONTINUED)

TABLE 1
NET ASSETS
Governmental

Activities

June 30, 2008 June 30, 2007

Current Assets $ 3,402,043 $ 3,014,443
Noncurrent Assets:
Bond Issuance Costs - Net 32,786 95,342
Capital Assets - Net 9,840,211 9.641.213

Total Assets 13,275,040 12,750,998
Current Liabilities 924,007 962,083
Noncurrent Liabilities 3.661.315 4.152.010
Total Liabilities 4,585,322 5,114,093
Net Assets

Invested in Capital Assets — Net of
Related Debt 6,364,124 5,731,630
Restricted 568,270 602,993
Unrestricted 1,757.324 1,302,282
Total Net Assets $ 8680718 $ 7636905

The $1,757,324 in unrestricted net assets of governmental activities represents the accumulated results of all past years’
operations. It means that if we had to pay off all of our bills today, including all of our noncapital liabilities (compensated
absences for example) ; we would have $1,757,324 left.

TABLE 2
CHANGES IN NET ASSETS
Governmental
Activities
Year Ended Year Ended
June 30, 2008 June 30, 2007
Revenue:
Program Revenue:
Charges for Services $ 443,300 $ 470,779
Operating Grants and Contributions 1,417,590 1,464,271
Capital Grants and Contributions 24,596 0
General Revenue:
Current Property Taxes 5,211,165 5,037,634
State School Aid — Unrestricted 5,874,749 5,971,310
Investment Earnings 121,921 121,490

Miscellaneous 10,128 13,144

Gain (Loss) on Sale of Capital Assets (11,442) 3.602
Total Revenue 13,092,007 13,082,230




TAWAS AREA SCHOOLS
losco County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2008

GOVERNMENT -WIDE FINANCIAL ANALYSIS (CONTINUED)

TABLE 2
CHANGES IN NET ASSETS
Governmental
Activities
Year Ended Year Ended

June 30, 2008 June 30, 2007

Functions/Program Expenses:

Instruction $ 7,148,871 $ 7,260,296
Support Services 3,977,363 4,086,568
Community Services 15,329 2,819
Food Services 483,843 512,776
Athletics 272,738 305,951
Interest on Long-Term Debt 141,050 152.073
Total Functions/Program Expenses 12,039,194 12,320,483
Change in Net Assets 1,052,813 761,747
Beginning Net Assets (Restated) 7,636,905 6.875.158
Ending Net Assets $ 8680718 $ 7636905

Governmental activities increased the District's net assets by $1,052,813.

As reported in our Statement of Activities the cost of all of our governmental activities this year was $12,039,194.
However, the amount that our taxpayers ultimately financed for these activities through the School District was only
$5,211,165 because some of the cost was paid by those who benefited from the programs ($443,300), by other
governments and organizations who subsidized certain programs with grants and contributions ($1,442,186), by
unrestricted state school aid ($5,874,749), and by miscellaneous sources ($120,607).

MAJOR GOVERNMENTAL FUNDS BUDGETING AND OPERATING HIGHLIGHTS

The District’'s budgets are prepared according to Michigan law. The budgeted funds are the General Fund, the School
Lunch Fund and the Athletics Fund.

During the year ended June 30, 2008, the District amended the budgets of these governmental funds a couple of times,
none significantly.

General Fund

The general fund actual revenue was $11,659,764. The amount is above the original budget estimates of $11,406,000
and below the final amended budget of $11,671,064. The variance between the actual revenues, the original budget and
the final budget was the result of changes in revenues from various sources.

The actual expenditures of the general fund were $11,013,695, which is below the original budget estimates of
$11,041,935 and above the final amended budget of $11,008,292.

The General Fund had total revenues of $11,659,764 and total expenditures of $11,013,695 with an ending fund balance
of $1,929,024.



TAWAS AREA SCHOOLS
losco County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2008

TOTAL REVENUES

The total revenues of the School District were $13,092,007. Of the total revenues, 100% were generated by
governmental activities.

Program specific revenues in the form of charges for services, operating grants and contributions and capital grants and
contributions accounted for $1,885,486 or 14% of total revenues of $13,092,007.

GOVERNMENTAL FUND EXPENDITURES

Total governmental fund expenditures amounted to $12,681,998. The governmental funds had a net gain in fund balance
of $425,009. The ending fund balance for all governmental funds was $2,497,294 which represents 20% of current year
expenditures. This fund balance will be used to cover increases in operation and decreases in state revenue in future
years.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At the end of fiscal year 2008, the District had $18,037,322 invested in land and buildings, furniture and equipment, and
vehicles and buses. Of this amount, $8,197,111 in depreciation has been taken over the years. We currently have a net
book value of $9,840,211. Total additions for the year were $667,254.

Long-Term Debt

At June 30, 2008, the District had $3,540,000 in bonds outstanding which represent general obligation bonds of the
District.

State statutes limit the amount of general obligation debt that a School District may issue. The current debt limitation for
the School District is significantly greater than the outstanding debt of the District.

Additional information on the District's long-term debt can be found in Notes to Financial Statements, Note 5 of this report.
ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS

The economy in the State of Michigan is slowing significantly. The current State of Michigan revenue estimates have
declined to the point that 2008-2009 funding is uncertain. These factors were considered in preparing the Tawas Area
School's budgets for the 2008-2009 fiscal year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Tawas Area School’s finances for all those with an
interest in government finances. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to:

Don Vernon

Superintendent

Tawas Area Schools

245 W. M-55

Tawas City, Ml 48763

Office Telephone (989) 984-2250



TAWAS AREA SCHOOLS
losco County, Michigan

STATEMENT OF NET ASSETS

Assets
Cash and Cash Equivalents (Note 2)
Receivables:
Accounts
Due From Other Governmental Units
Inventory: (Note 1)
Supplies
Building Trades Lots
Noncurrent Assets:
Bond Issuance Costs - Net (Note 1)
Capital Assets - Net (Note 3)

Total Assets

Liabilities
Accounts Payable
Interest Payable
Payroll Deductions and Withholdings
Salaries Payable
Long-Term Liabilities (Note 5)
Due within one year
Due in more than one year

Total Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted For:
Athletics
Food Services
Debt Retirement
Capital Projects
Unrestricted

Total Net Assets

June 30, 2008

——————

Governmental
Activities

$ 2,115,968

25,342
1,247,412

2,528
10,793

32,786
9,840,211

e ————

13,275,040

————————

6,364,124

3,222
85,978
39,144

439,926
1,757,324

———————

$ 8,689,718

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2008

Net
(Expenses)
Revenue and
Change in
Program Revenues Net Assets
Operating Capital Government
Charges for Grants and Grants and Type
Functions/Programs Expenses Services Contributions __Contributions Activities
Instruction $ 7,148871 $ 51,436 $ 940,117 $ 0 $ (6,157,318)
Support Services 3,977,363 87,295 143,014 0 (3,747,054)
Community Services 15,329 34,503 2,379 0 21,553
Food Services 483,843 178,346 332,080 0 26,583
Athletics 272,738 91,720 0 24,596 (156,422)
Interest on Long-Term Debt 141,050 0 0 0 (141,050)
Total $_12039.194 $ 443300 $_ 1417590 $ 24,596 (10,153,708)
General Revenue:
Property Taxes, Levied for General Purposes 4,426,864
Property Taxes, Levied for Debt Purposes 784,301
State School Aid - Unrestricted 5,874,749
Investment Earnings 121,921
Gain (Loss) on Sale of Capital Assets (11,442)
Miscellaneous 10,128
Total General Revenue 11,206,521
Change in net assets 1,052,813
Net assets - beginning (restated) 7,636,905
Net assets - ending $__8.689.718

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

BALANCE SHEET
GOVERNMENTAL FUNDS

June 30, 2008

————

Capital Projects Other Total
Fund Governmental Governmental
General Fund Sinking Fund Funds Funds
ASSETS
Cash and Cash Equivalents (Note 2) $ 1517559 $ 473,378 $ 125,031 $ 2,115,968
Receivables:
Accounts 24,694 0 648 25,342
Due From Other Governmental Units 1,244,124 0 3,288 1,247,412
Inventory: (Note 1)
Supplies 0 0 2,528 2,528
Building Trades Lots 10,793 0 0 10,793
Total Assets $ 2797170 % 473378 $ 131,495 $ 3,402,043
LIABILITIES AND FUND EQUITY
Liabilities
Accounts Payable $ 316,535 $ 33452 $ 3151 $ 353,138
Payroll Deductions and Withholdings 8,842 0 0 8,842
Salaries Payable 542,769 0 0 542,769
Total Liabilities 868,146 33,452 3,151 904,749
Fund Equity
Fund Balances:
Reserved:
Debt Service 0 0 39,144 39,144
Capital Projects 0 439,926 0 439,926
Unreserved and Undesignated, Reported In:
General Fund 1,929,024 0 0 1,929,024
Special Revenue Funds 0 0 89,200 89,200
Total Fund Equity 1,929,024 439,926 128,344 2,497,294
Total Liabilities and Fund Equity $ 2,797,170 $ 473378 $ 131,495 $ 3,402,043

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES
June 30, 2008

————

Total governmental fund balances $ 2,497,294

Amounts reported for governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported as assets in governmental funds. Capital
assets at the year end consist of:

Capital Asset Cost $ 18,037,322
Capital Asset Accumulated Depreciation (8,197,111)
9,840,211
Accrued interest on long-term liabilities (19,258)
Long-term liabilities, including bonds payable, are not due and payable
in the current period and, therefore, are not reported as liabilities in
the governmental funds. Long-term liabilities at year end consist of:
Bonds Payable (net of deferred amounts on refunding) (3,456,829)
Compensated Absences Payable (96,500)
Early Retirement Incentive Payable (75,200)
Total long-term liabilities (3,628,529)
Total net assets - governmental activities $ 8,689,718

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS

losco County, Michigan

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

For the Year Ended June 30,

2008

Capital Projects Other Total
Fund Governmental Governmental
General Fund Sinking Fund Funds Funds
Revenue
Local Sources $ 4669352 $ 252,099 $ 867,391 $ 5,788,842
State Sources 6,572,348 0 37,882 6,610,230
Federal Sources 358,339 0 286,313 644,652
Interdistrict Sources 59,725 0 0 59,725
Total revenue 11,659,764 252,099 1,191,586 13,103,449
Expenditures
Current:
Instruction 6,880,957 0 0 6,880,957
Support Services 3,912,951 0 0 3,912,951
Community Services 14,878 0 0 14,878
Food Services 0 0 469,595 469,595
Athletics 0 0 264,706 264,706
Capital Outlay 204,909 295,873 63,583 564,365
Debt Service:
Principal Retirement 0 0 445,000 445,000
Interest and Fees on Long-Term Debt 0 0 129,546 129,546
Total expenditures 11,013,695 295,873 1,372,430 12,681,998
Excess of revenue over (under)
expenditures 646,069 (43.774) (180,844) 421451
Other _Financing Sources (Uses)
Sale of Capital Assets 3,558 0 0 3,558
Operating Transfers In 24,865 0 214,760 239,625
Operating Transfers Out (214,760) 0 (24,865) (239,625)
Total other financing sources (uses) (186,337) 0 189,895 3,558
Excess of revenue and other sources over
(under) expenditures and other uses 459,732 (43,774) 9,051 425,009
Fund balances - beginning of year 1,469,292 483,700 119,293 2,072,285
Fund balances - end of year $ 1929024 $ 439926 $ 128344 $ 2,497,294

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2008

Total net change in fund balances - governmental funds $ 425,009

Amounts reported for governmental activites in the statement of activities
are different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense.
Current year depreciation expense $ (453,256)
Capital outlays reported in the governmental funds 667,254
Gain (loss) on disposal of capital assets (15,000
198,998

Repayment of the debt principal is an expenditure in the governmental
funds, but the repayment reduces long-term liabilities in the statement of net
assets. This is the amount of repayments reported as expenditures in the
governmental funds.
Bonds Payable 445,000

Governmental funds report the effect of issuance costs and premiums when
debt is first issued, whereas these amounts are deferred and amortized in
the statement of activities. The net effect of these differences in the
treatment of general obligation bonds and related items is as follows:
Amortization of Deferred Bond Costs and Bond Premiums (Net) (12,171)

Expenses are reported on the accrual method in the statement of activities,

and recorded as an expenditure when financial resources are used in the

governmental funds. The effect of the treatment of these activities are as

follows:
Interest 667
Compensated Absences (45,790)
Early Retirement Incentives 41,100

(4,023)

Change in net assets of governmental activities $ 1052813

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
FIDUCIARY FUND
June 30, 2008

————

Student
Activity
ASSETS
Cash and Cash Equivalents (Note 2) $ 147,714
LIABILITIES
Due to Student Groups $ 147,714

The accompanying notes to financial statements are an integral part of this statement.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Tawas Area Schools (School District) conform to accounting principles generally
accepted in the United States of America (GAAP) applicable to governments. The School District is considered to
be a local government unit. The following is a summary of the significant accounting policies:

A. Reporting Entity

The School District operates under an elected School Board (seven members) and provides services to
students in grades K-12. The board is responsible for adopting and amending budgets and for administering
the school programs in accordance with governing laws.

The accompanying basic financial statements have been prepared in accordance with accounting principles
generally accepted (GAAP) in the United States of America as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The School District's reporting entity applies all
relevant GASB pronouncements for determining the various governmental organizations to be included in the
reporting entity. The School District also applies Financial Accounting Standards Board (FASB) statements
and interpretations issued on or before November 30, 1989, to its governmental activities provided they do not
conflict with or contradict GASB pronouncements. Tawas Area Schools' Board of Education (Board) is the
primary government which has oversight responsibility and control over all activities related to public school
education in the area served by the Tawas Area Schools. The Board receives funding from local, state, and
federal government sources and must comply with the requirements of these funding source entities. As such,
the Board is not included in any other governmental "reporting entity" as defined in GASB pronouncements
since the Board members are a publicly elected governing body that has separate legal standing and is fiscally
independent of other governmental entities.

B. Fund Accounting

The School District uses funds to maintain its financial records during the fiscal year. Fund accounting is
designed to demonstrate legal compliance and to aid management by segregating transactions related to
certain School District functions or activities. A fund is defined as a fiscal and accounting entity with a self-
balancing set of accounts. The various funds of the School District are grouped into the categories
governmental and fiduciary.

Governmental Funds

Governmental funds focus on the sources, uses and balances of current financial resources. Expendable
assets are assigned to the various governmental funds according to the purposes for which they may or must
be used. Current liabilities are assigned to the fund from which they will be paid. The difference between
governmental fund assets and liabilities is reported as fund balance. The following are the School District’s
major governmental funds:

General Fund - The General Fund is the general operating fund of the School District. It is used to account
for all financial resources except those required to be accounted for in another fund.

Sinking Fund — The Sinking Fund accounts for the acquisition or construction of major capital facilities.

The other governmental funds of the School District account for grants and other resources whose use is
restricted for a particular purpose, and the accumulation of resources for, and the payment of debt.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. Fund Accounting (Continued)

Fiduciary Funds
Fiduciary fund reporting focuses on net assets and changes in net assets. The School District’s fiduciary funds

consist of agency funds which are custodial in nature (assets equal liabilities) and do not involve measurement
of results of operations. The agency funds are used to account for amounts held for student and employee
groups.

C. Basis of Presentation

Government-wide Financial Statements:

The statement of net assets and the statement of activities display information about the School District as a
whole. These statements include the financial activities of the primary government, except for fiduciary funds.
The statements distinguish between those activities of the School District that are governmental and those that
are considered business-type activities. The School District does not currently have any business-type
activities.

The government-wide statements are prepared using the economic resources measurement focus. This
differs from the manner in which governmental fund financial statements are prepared. Governmental fund
financial statements therefore include reconciliations with brief explanations to better identify the relationship
between the government-wide statements and the statements for governmental funds.

The government-wide statement of activities presents a comparison between direct expenses and program
revenues for each function or program of the School District’s governmental activities. Direct expenses are
those that are specifically associated with a service, program or department and are therefore clearly
identifiable to a particular function. Program revenues include charges paid by the recipient of the goods or
services offered by the program, and grants and contributions that are restricted to meeting the operational or
capital requirements of a particular program. Revenues that are not classified as program revenues are
presented as general revenues of the School District, with certain limited exceptions. The comparison of direct
expenses with program revenues identifies the extent to which each governmental function is self-financing or
draws from the general revenues of the School District.

Net assets are reported as restricted when constraints placed on net asset use are either externally imposed
by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of other
governments or imposed by law through constitutional provisions or enabling legislation. The net assets
restricted for other purposes result from special revenue funds and the restrictions on their net asset use.
Restricted assets are used first to fund appropriations before unrestricted assets are used.

Separate financial statements are provided for governmental funds and fiduciary funds, even though the latter
are excluded from the government-wide financial statements. Major individual governmental funds are
reported as separate columns in the fund financial statements.

Fund Financial Statements:
Fund financial statements report detailed information about the School District. The focus of governmental
fund financial statements is on major funds rather than reporting funds by type. Each major fund is presented

in a separate column. Nonmajor funds are aggregated and presented in a single column. Fiduciary funds are
reported by fund type.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Basis of Presentation (Continued)

The accounting and reporting treatment applied to a fund is determined by its measurement focus. All
governmental fund types are accounted for using the modified accrual basis of accounting and the current
financial resources measurement focus. The financial statements for governmental funds are a balance sheet,
which generally includes only current assets and current liabilities, and a statement of revenue, expenditures
and changes in fund balances, which reports on the sources (i.e., revenues and other financing sources) and
uses (i.e., expenditures and other financing uses) of current financial resources.

D. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements.  Government-wide financial statements are prepared using the accrual basis of
accounting. Governmental funds use the modified accrual basis of accounting. Fiduciary funds use the
accrual basis of accounting.

Revenues — Exchange and Non-exchange Transactions:

Revenues resulting from exchange transactions, in which each party receives essentially equal value, is
recorded on the accrual basis when the exchange takes place. On a modified accrual basis, revenues are
recorded in the fiscal year in which the resources are measurable and available. Available means that the
resources will be collected within the current fiscal year or are expected to be collected soon enough thereafter
to be used to pay liabilities of the current fiscal year. For the School District, available means expected to be
received within 60 days of the fiscal year-end.

Nonexchange transactions, in which the School District receives value without directly giving equal value in
return, include property taxes, grants, entittements and donations. On an accrual basis, revenue from property
taxes is recognized in the fiscal year for which the taxes are levied. Revenue from grants, entitlements and
donations is recognized in the fiscal year in which all eligibility requirements have been satisfied. Eligibility
requirements include timing requirements, which specify the year when the resources are required to be used
or the fiscal year when use is first permitted; matching requirements, in which the School District must provide
local resources to be used for a specified purpose; and expenditure requirements, in which the resources are
provided to the School District on a reimbursement basis. On a modified accrual basis, revenues from
nonexchange transactions must also be available before they can be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable and
available at fiscal year-end: property taxes available in advance, interest, tuition, grants, student fees and
rentals.

Deferred Revenue:

Deferred revenue arises when assets are recognized before revenue recognition criteria have been satisfied.
Grants and entitlements received before the eligibility requirements are met are recorded as deferred revenue.

Expenses/Expenditures:
On the accrual basis of accounting, expenses are recognized at the time they are incurred. The fair value of

donated commodities used during the year is reported in the operating statement as an expense with a like
amount reported as donated commodities revenue.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Basis of Accounting (Continued)

H.

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in which
the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation, are not recognized
in governmental funds.

Cash and Cash Equivalents

During the fiscal year ended June 30, 2008, investments included the Michigan Liquid Asset Fund (MILAF).
MILAF is an investment pool managed by Cadre Consulting, which allows school districts within the State of
Michigan to pool their funds for investment purposes. Investments in MILAF are valued at cost which equals
market value.

For presentation on the financial statements, investments in the cash management pools and investments with
an original maturity of three months or less at the time they are purchased by the School District are
considered to be cash equivalents. Investments with an initial maturity of more then three months are reported
as investments.

. Due From Other Governmental Units

This represents amounts receivable from the State of Michigan and other govermental units for federal, state
and local reimbursable programs.

. Inventory — Supplies

Inventory on government-wide financial statements is stated at cost and expensed when used.

Inventory in governmental funds consists of expendable supplies held for consumption. Inventory is stated at
cost and recorded as an expenditure in the governmental fund types when purchased.

Inventory - Building Trades Lots

Inventory represents the cost of property purchased for future building sites.

. Bond Issuance Costs

On the government-wide financial statements, bond issuance costs are deferred and amortized over the term
of the bonds using the straight-line method since the results are not significantly different from the effective
interest method. In the governmental funds, these costs are reported as expenditures when the related liability
is incurred.

. Capital Assets

General capital assets are those assets not specifically related to activities reported in proprietary funds.
These assets generally result from expenditures in the governmental funds. These assets are reported in the
governmental activities column of the government-wide statement of net assets but are not reported in the fund
financial statements.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

J. Capital Assets (Continued)
All capital assets are capitalized at cost (or estimated historical cost) using a $5,000 capitalization threshold
and updated for additions and retirements during the year. Donated fixed assets are recorded at their fair
market values as of the date received. The School District does not possess any infrastructure. Improvements
are capitalized; the cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend an asset’s life are not.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful lives of
the related capital assets. Depreciation is computed using the straight-line method over the following useful

lives:
Governmental Activities
Descriptions Estimated Lives
Buildings and Improvements 20 - 50 years
Furniture, Fixtures and Equipment 5-20 years
Vehicles and Buses 8 years

K. Interfund Balances
On fund financial statements, receivables and payables resulting from short-term interfund loans are classified
as “due from/to other funds”. These amounts are eliminated in the governmental columns of the statement of
net assets.

L. Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government-wide financial
statements. In general, payables and accrued liabilities that will be paid from governmental funds are reported
as a liability in the fund financial statements at the time they are incurred, to the extent that they will be paid
from current, expendable, financial resources. In general, payments made within 60 days after year end are
considered to have been made with current available financial resources. However, bonds and other long-term
obligations, compensated absences, claims and judgments, contractually required pension contributions and
special termination benefits that will be paid from governmental funds are recognized as a liability in the fund
financial statements when they become due for payment.

M. Compensated Absences

The School District reports compensated absences in accordance with the provisions of GASB Statement No.
16, “Accounting for Compensated Absences.” Sick leave benefits are accrued as a liability using the vesting
method. An accrual for earned sick leave is made based on accumulated sick leave and wage rates at year-
end, taking into consideration limits specified in the School District’s termination policy.

The entire compensated absences liability is reported on the government-wide financial statements. For the
governmental fund financial statements, the current portion of unpaid compensated absences is the amount
expected to be paid using expendable available resources. These amounts, if any, are recorded in the account
“compensated absences payable” in the fund from which the employees who have accumulated unpaid leave
are paid. The noncurrent portion of the liability is not reported in the governmental fund financial statements.

No liability amounts were recorded in governmental fund statements, in accordance with GASB 33, due to the

fact that there was a legally enforceable document that set a date for payment of vested benefits subsequent to
June 30, 2008.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
N. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net of
related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances
of any borrowings used for the acquisition, construction or improvement of those assets. Net assets are
reported as restricted when there are limitations imposed on their use either through the enabling legislation
adopted by the School District or through external restrictions imposed by creditors, grantors or laws or
regulations of other governments.

O. Property Taxes

The School District levies its property taxes on December 1, and various municipalities collect its property
taxes and remit them to the School District through February. The delinquent real property taxes of the School
District are purchased by the County, and delinquent personal property taxes continue to be collected by the
municipalities and recorded as revenue as they are collected. The County sells tax notes, the proceeds of
which have been used to pay the School District for these delinquent real property taxes. These delinquent
real property taxes have been recorded as revenue in the current year.

P. Foundation Revenue

The State of Michigan has adopted a foundation grant approach which provides for a specific annual amount of
revenue per student based on a state-wide formula. The foundation allowance is funded from state and local
sources. Revenues from state sources are primarily governed by the School Aid Act and the School Code of
Michigan. The Michigan Department of Education administers the allocation of state funds to school districts
based on information supplied by the School District. For the year ended June 30, 2008, the foundation
allowance was based on the average of pupil membership counts taken in February and September of 2007.

The state portion of the foundation allowance is provided primarily by a state education property tax millage of
6 mills and an allocated portion of state sales and other taxes. The local portion of the foundation allowance is
funded primarily by non-homestead property taxes which may be levied at a rate of up to 18 mills. The state
revenue is recognized during the foundation period (currently the fiscal year) and is funded through 11
payments from October, 2007 - August, 2008. The local revenue is recognized as outlined in Note 1
Accounting for Property Taxes.

Q. State Categorical Revenue

The School District also receives revenue from the state to administer certain categorical education programs.
State rules require that revenue earmarked for these programs be expended for its specific purpose.
Categorical funds received which are not expended by the close of the fiscal year are recorded as deferred
revenue.

R. Interfund Activity

Exchange transactions between funds are reported as revenues in the seller funds and as expenditures/
expenses in the purchaser funds. Flows of cash or goods from one fund to another without a requirement for
repayment are reported as interfund transfers. Interfund transfers are reported as other financing
sources/uses in governmental funds. Repayments from funds responsible for particular expenditures/
expenses to the funds that initially paid for them are not presented on the financial statements.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

S. Extraordinary and Special ltems

Extraordinary items are transactions or events that are both unusual in nature and infrequent in occurrence.
Special items are transactions or events that are within the control of the Board of Education and that are either
unusual in nature or infrequent in occurrence. Neither type of transaction occurred during the fiscal year ended
June 30, 2008.

T. Economic Dependency

The School District received approximately 50% of their revenue from the Michigan Department of Education.
Due to the significance of this revenue source to the School District, the School District is considered to be
economically dependent.

U. Use of Estimates

The process of preparing financial statements in conformity with accounting principles generally accepted in
the United States of America requires the use of estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Such estimates primarily relate to unsettled transactions
and events as of the date of the financial statements. Accordingly, upon settlement, actual results may differ
from estimated amounts.

V. Budgetary Policies and Data

The State of Michigan adopted a Uniform Budgeting and Accounting Act (Act) applicable to all local
governmental entities in the state. The law requires appropriation acts to be adopted for General and Special
Revenue Funds and an informational study for Capital Project Funds of school districts prior to the expenditure
of monies in a fiscal year in accordance with GAAP.

Tawas Area Schools follows these procedures in establishing the budgetary data reflected in the financial
statements.

1. The School District's Superintendent submits to the Board a proposed budget prior to July 1 of each
year. The budget includes proposed expenditures and the means of financing them.

2. A public hearing is conducted to obtain taxpayer comments.

3. Budgeted amounts are as originally adopted, or as amended by the Board throughout the year.
Individual amendments were not material in relation to the original appropriations.

4. Appropriations lapse at year-end and therefore cancel all encumbrances. These appropriations are re-
established at the beginning of the following year.

W. Reclassifications

Certain prior year amounts have been reclassified to conform with the current year presentation.

NOTE 2 - DEPOSITS AND INVESTMENTS

At year-end, the School District’s deposits and investments were reported in the basic financial statements in the
following categories:
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 2 - DEPOSITS AND INVESTMENTS (CONTINUED)

Governmental Fiduciary Total Primary
Activities Funds Government
Cash and Cash Equivalents $_____2115968 $ 147714  $ 2,263,682

The breakdown between deposits and investments is as follows:

Primary
Government
Bank Deposits (Checking Accounts) $ 270,802
Investments in Pooled Funds 1,992,080
Petty Cash and Cash on Hand 800
Total $ 2,263,682

As of June 30, 2008, the School District had the following investments.

Fair Specific Identification
Investment Type Value Maturities
Investment pools $ 1992080 Daily

Interest Rate Risk

In accordance with its investment policy, the School District will minimize interest rate risk, which is the risk that
the market value of securities in the portfolio will fall due to changes in market interest rates, by; structuring the
investment portfolio so that securities mature to meet cash requirements for ongoing operations, thereby avoiding
the need to sell securities in the open market; and, investing operating funds primarily in shorter-term securities,
liquid asset funds, money market mutual funds, or similar investment pools, and limiting the average maturity in
accordance with the School District’s cash requirements.

Credit Risk

State law authorizes investments in investment pools as authorized by the Surplus Funds Investment Pool Act, Act
No. 367 of the Public Acts of 1982, being sections 129.111 to 129.118 of the Michigan Compiled Laws, composed
entirely of instruments that are legal for direct investment by a school district. As of June 30, 2008, the School
District’s investment in the Cadre Consulting managed Michigan Liquid Asset Fund investment pool was rated
AAAmM by Standard & Poor's.

Concentration of Credit Risk

The School District will minimize concentration of credit risk, which is the risk of loss attributed to the magnitude of
the School District’s investment in a single issuer, by diversifying the investment portfolio so that the impact of
potential losses from any one type of security or issuer will be minimized.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 2 - DEPOSITS AND INVESTMENTS (CONTINUED)

Custodial Credit Risk - Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the School District’s deposits may not be
returned to it. As of June 30, 2008, $502,946 of the School District's bank balance of $602,946 was exposed to
custodial credit risk because it was uninsured and uncollateralized.

Custodial Credit Risk — Investments

For an investment, this is the risk that, in the event of the failure of the counterparty, the School District will not be
able to recover the value of its investments or collateral securities that are in the possession of an outside party.

The School District will minimize custodial credit risk, which is the risk of loss due to the failure of the security
issuer or backer, by; limiting investments to the types of securities approved in the District’'s Investment policy
which is in accordance with State law; and pre-qualifying the financial institutions, broker/dealers, intermediaries
and advisors with which the School District will do business.

Foreign Currency Risk

The School District is not authorized to invest in investments which have this type of risk.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 3 - CAPITAL ASSETS

Capital asset activity for the fiscal year ended June 30, 2008, was as follows:

Governmental Activities

Capital Assets Not Being Depreciated:

Land

Capital Assets Being Depreciated:
Buildings and Improvements
Site Improvements
Furniture, Fixtures and Equipment
Vehicles and Buses
Construction in Progress
Subtotal

Less Accumulated Depreciation for:
Buildings and Improvements
Site Improvements
Furniture, Fixtures and Equipment
Vehicles and Buses
Subtotal

Capital Assets Being Depreciated

Governmental Activities Total

Capital Assets - Net of Depreciation

Depreciation expense was charged to activities of the School District as follows:

Governmental Activities

Instruction

Support Services
Community Services
Food Services
Athletics

NOTE 4 - SHORT-TERM DEBT

The School District has various options for short-term financing including tax anticipation notes, state aid

anticipation notes and lines of credit.

The School District did not enter into any short-term financing arrangements during the fiscal year ending June 30,

2008

Balance Balance

July 01, 2007 Additions Deletions June 30, 2008
$ 150,525 $ 0 0 $ 150,525
12,981,017 63,109 0 13,044,126
2,139,881 374,338 (60,000) 2,454,219
817,432 15,780 0 833,212
1,442,451 162,794 (101,238) 1,504,007

0 51,233 0 51,233

17,380,781 667,254 (161,238) 17,886,797
(4,616,362) (230,314) 0 (4,846,676)
(1,631,186) (86,609) 45,000 (1,672,795)
(526,688) (55,924) 0 (582,612)
(1,115,857) (80,409) 101,238 (1,095,028)
(7,890,093) (453,256) 146,238 (8,197,111)
9,490,688 213,998 (15,000) 9,689,686

$ 272,334
151,516

584

18,432

10,390

$ 453,256
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 5 - LONG-TERM LIABILITIES

A. Bonds Payable

Date of Principal Total
Contract Due Interest Obligation
The bonds dated March 27, 2003
which bear interest from 2% to 3.6%
are due serially each May 1 through
2015 2003 $___3540000 $_____492720 $___4.032,720

The annual principal and interest requirements for long-term debt for the years after June 30, 2008 are as

follows:
Government Activities
Principal Interest Total

2009 $ 455,000 $ 115,550 $ 570,550
2010 475,000 101,900 576,900
2011 490,000 87,650 577,650
2012 500,000 72,460 572,460
2013 520,000 56,210 576,210
2014 - 2015 1,100,000 58,950 1,158,950
Total $ 3,540,000 $ 492,720 $ 4,032,720

B. Compensated Absences Payable

The School District has an employee benefit plan that allows employees to accumulate sick and vacation pay
days. The amount of accumulated sick and vacation pay liability for Tawas Area Schools was $96,500 at June
30, 2008. The payment dates of compensated absences are undeterminable; therefore, all of the liability is
considered long term.

C. Early Retirement Incentive Payable

The School District has two retirement incentive programs, Option A was offered to all teachers actively
employed by the School District and not on leave, who have thirty (30) or more years of retirement credit, or are
in the process of purchasing or willing to purchase service credit to get them to (30) years of credit by June 30,
2008. Option B was offered to all teachers who are actively employed with the School District and not on leave,
who are fifty-five (55) years of age and meet the requirements of the State of Michigan Public School
Retirement Law and are able to receive State of Michigan retirement benefits at a reduced amount. The
amount of retirement incentive liability for the School District at June 30, 2008 was $75,200, of which $52,700
was the estimated current portion.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 5 - LONG-TERM LIABILITIES (CONTINUED)

D. Changes in Long-Term Liabilities

The following is a summary of long-term debt transactions of the School District for the year ended June 30,

2008:
Amount
Balance Balance Due in
July 1, 2007 Increase Decrease June 30, 2008 One Year
Governmental Activities
Bonds $ 3,985,000 $ 0 $ (445,000) $ 3,540,000 $ 455,000
Deferred Amounts for Issuance
Premium (57,791) 0 7,406 (50,385) (7,406)
Compensated Absences 50,710 45,790 * 0 96,500 0
Early Retirement Incentives 116,300 0 (41,100)* 75,200 52,700
Total Long-Term Liabilities $.4,094219 $ 45790 $__ (478694) $__ 3,661,315 $_ 500,294

*Represents net of additions and retirements for the year.
The interest expenditures on long-term obligations for the year were $141,050.

NOTE 6 - OPERATING TRANSFERS

During the year ended June 30, 2008, the following transfers were made:

Operating Operating
Description Transfers In Transfers Out
General Fund $ 24,865 $ 214,760
Non-major Governmental Funds 214,760 24,865
$ 239,625 $ 239,625

Transfers are used to move revenues from the fund that statute or budget requires to collect them to the fund that
statute or budget requires to expend them, and use unrestricted revenues collected in the general fund to finance
various programs accounted for in other funds in accordance with budgetary authorizations.

NOTE 7 - EXCESS OF EXPENDITURES OVER APPROPRIATION IN BUDGETARY FUNDS

P.A. 621 of 1978, Section 18(1), as amended, provides that a local unit shall not incur expenditures in excess of
the amount appropriated.

In the body of the financial statements, the School District's actual expenditures and budgeted expenditures for the
budgetary funds have been shown on a functional basis. The approved budget of the School District for the
general fund was adopted at the functional level, and the approved budget for the special revenue funds was
adopted at the activity level.
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TAWAS AREA SCHOOLS
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 7 - EXCESS OF EXPENDITURES OVER APPROPRIATION IN BUDGETARY FUNDS (CONTINUED)

During the year ended June 30, 2008, the School District incurred expenditures in certain budgetary funds which
were in excess of the amounts appropriated as follows:

Total Amount of Budget
Fund/Function Appropriations Expenditures Variance
General/Instruction $ 6,859,392 $ 6,880,957 $ 21,565

NOTE 8 - RETIREMENT PLANS

Defined Benefit Plan

The Tawas Area Schools contributes to the Michigan Public School Employee's Retirement System (MPSERS), a
cost-sharing multiple-employer defined benefit pension plan administered by the Michigan Public School
Employee's Retirement System. MPSERS provides retirement and disability benefits, annual cost-of-living
adjustments, and death benefits to plan members and beneficiaries. Public Act 300 of 1980 of the State of
Michigan, as amended, assigns the authority to establish and amend benefit provisions to the MPSERS Board.
MPSERS issues a publicly available financial report that includes financial statements and required supplementary
information for MPSERS. The report may be obtained by writing to MPSERS, 7150 Harris Drive, P.O. Box 30673,
Lansing, Michigan 48909-8103.

Funding Policy

Effective January 1, 1987, employees who were MPSERS members could have elected to contribute on a tax
deferred basis to a Member Investment Plan (MIP). MIP members enrolled prior to January 1, 1990 contribute at
a permanently fixed rate of 3.9% of gross wages. The MIP contribution rate was 4.0% from January 1, 1987, the
effective date of the MIP, until January 1, 1990 when it was reduced to 3.9%. Employees first hired January 1,
1990 or later will automatically be included in the MIP and will contribute at the following graduated permanently
fixed contribution rate: 3% of the first $5,000; 3.6% of $5,001 through $15,000; 4.3% of all wages over $15,000.
For a limited period ending January 1, 1993, an active basic plan member could enroll in the MIP by paying the
contributions that would have been made had enrollment occurred initially on January 1, 1987 or on the date of
hire, plus interest. MIP contributions at the rate of 3.9% of gross wages begin at enroliment.

During the plan fiscal year 2007, employer contributions were 17.74% of covered compensation as school districts
were responsible for the entire pension and health insurance contribution.  After September 30, 2007, the
contribution rate decreased to 16.72% of covered compensation. The contribution requirements of plan members
and Tawas Area Schools are established and may be amended by the MPSERS Board. The School District's
contributions to MPSERS for the years ending June 30, 2008, 2007 and 2006 were $1,095,565, $1,146,916 and
$1,036,032, respectively, equal to the required contributions for each year.
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NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 8 - RETIREMENT PLANS (CONTINUED)

The MPSERS also provides for death and disability benefits which are established by state statute. Under the
MPSERS Act, all retirees have the option of continuing health, dental and vision insurance coverage. All health
care benefits under the MPSERS are on a self-insured pay-as-you-go basis. Retirees electing these coverages
pay a portion of the premium for this coverage from their monthly pension benefit.

Deferred Compensation Plans

The School District offers all its employees a deferred compensation plan created in accordance with the Internal
Revenue Code (IRC), Section 457. The assets of the plans are held in trust, in a custodial account as described
in IRC Section 457 (g) for the exclusive benefit of the participants and their beneficiaries. The custodian thereof,
for the exclusive benefit of the participants, holds the custodial account for the beneficiaries of this Section 457
plan, and the assets may not be diverted to any other use. The administrators are agents of the School District for
the purposes of providing direction to the custodian of the custodial account from time to time for the investment of
the funds held in the account, transfer of assets to or from the account, and all other matters. In accordance with
the provisions of GASB Statement No. 32, plan balances and activities are not reflected in the School District’s
financial statements.

The School District offers its employees participation in the Tax-Deferred Payments (TDP) program through
MPSERS. The program, available to all full-time employees who are members of the retirement system, permits
them to defer a portion of their salary until future years for the purchase of additional years of service credit.
Employees are eligible to voluntarily participate from the date of employment, however once an employee begins
payments in the program, they must continue until completion of the purchase of the service credit or termination
of employment from Tawas Area Schools. Payments into the program are vested once 10 years of service credit
have been earned through the MPSERS. Employee contributions to the TDP program totaled $65,000 for the year
ended June 30, 2008.

The School District also offers its employees a deferred compensation plan created in accordance with Internal
Revenue Service Code Section 403(b). The plan, available to all full-time employees, permits them to defer a
portion of their salary until future years. Employees are eligible to voluntarily participate from the date of
employment and are vested immediately upon participation. Employee contributions to the Section 403(b) plan
totaled $307,928 for the year ended June 30, 2008. The assets of the plan are administered and held by various
approved third party financial institutions.

NOTE 9 - UNEMPLOYMENT COMPENSATION

The School District is subject to the Michigan Employment Security Act and has elected the reimbursement
method of financing. Under this method, the School District must reimburse the Employment Agency for all
benefits charged against the School District. Accrued unemployment compensation was $0 as of June 30, 2008.

NOTE 10 - SINKING FUND

The Sinking Fund records capital project activities funded with Sinking Fund millage. For this fund, the School
District has complied with the applicable provisions of §1212(1) of the Revised School Code and the applicable
section of the revised bulletin for School District Audits of Bonded Construction Funds and Sinking Funds in
Michigan.
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NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 11 - RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees and natural disasters. The School District continues to carry
commercial insurance for risks of loss, including employee health and accident insurance. Settled claims for the
commercial insurance have not exceeded the amount of insurance coverage in any of the past three years.

NOTE 12 - GOVERNMENTAL REGULATION

Substantially all of the School District’s facilities are subject to federal, state and local provisions regulating the
discharge of materials into the environment. Compliance with these provisions has not had, nor does the School
District expect such compliance to have, any material effect upon the capital expenditures, net revenue in excess
of expenditures or financial condition of the School District. Management believes that its current practices and
procedures for the control and disposition of such wastes comply with applicable federal and state requirements.

NOTE 13 - COMMITMENTS

The School District has contractual commitments in the amount of $181,640 outstanding at June 30, 2008.
Construction contracts

As of June 30, 2008, the School District had the following construction contracts in progress:

Remaining
Construction
Commitment at Contract Payable at
Project Total Contract June 30, 2008 June 30, 2008
Building Improvements
Sinking Fund $ 214000 $ 181640 $ 32,360

NOTE 14 - CONTINGENCIES

The School District participates in a number of federally assisted grant programs which are subject to program
compliance audits. The audits of these programs for and including the year ended June 30, 2008, have been
conducted and have been reported in this audit report. However, the compliance audit reports have not yet been
accepted by the grantors. The amount, if any, of expenditures which may be disallowed by the granting agencies
cannot be determined at this time; although the School District expects such amounts, if any, to be immaterial.
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NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2008

NOTE 15 - PRIOR PERIOD ADJUSTMENT

The June 30, 2007 financial statements have been restated to account for $935,106 of Capital Assets and
$759,244 of accumulated depreciation that was incorrectly included in the appraisal used in the prior audit. The
combination of above restatements decreased fixed assets by $175,862. The following shows the effects of the
restatements on the balance sheet.

Original Restated
2007 Restatement 2007
Capital Assets $ 18,466,412 $  (935,106) $ 17,531,306
Accumulated Depreciation (8,649.337) 759,244 (7,890,093)
Change in Fixed Assets $_ 9817075 $__ (175862) $_ 9641213
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TAWAS AREA SCHOOLS
losco County, Michigan

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES -
BUDGET AND ACTUAL
GENERAL FUND
For the Year Ended June 30, 2008

Final Variance -
Original Amended Favorable
Budget Budget Actual (Unfavorable)
Revenue
Local Sources $ 4665402 $ 4,707,396 $ 4,669,352 $ (38,044)
State Sources 6,391,117 6,538,832 6,572,348 33,516
Federal Sources 294,481 365,172 358,339 (6,833)
Interdistrict Sources 55,000 59,664 59,725 61
Total revenue 11,406,000 11,671,064 11 659,764 (11,300)
Expenditures
Current:
Instruction 6,956,912 6,859,392 6,880,957 (21,565)
Support Services 4,082,039 3,925,085 3,912,951 12,134
Community Services 2,984 14,933 14,878 55
Capital Outlay 0 208,882 204,909 3,973
Total expenditures 11,041,935 11,008,292 11,013,695 (5,403)
Excess of revenue over expenditures 364,065 662,772 646,069 (16,703)
Other_Financing Sources (Uses)
Sale of Capital Assets 3,600 3,558 3,558 0
Operating Transfers In 25,000 24,865 24,865 0
Operating Transfers Out (231,786) (214,768) (214.,760) 8
Total other financing sources (uses) (203,186) (186,345) (186,337) 8
Excess of revenue and other sources over
expenditures and other uses 160,879 476,427 459,732 (16,695)
Fund balances - beginning of year 1,469,292 1,469,292 1,469,292 0
Fund balances - end of year $_ 1630171 $_ 1945719 $_ 1920024 $ (16,695)
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TAWAS AREA SCHOOLS
losco County, Michigan

COMBINING BALANCE SHEET
OTHER GOVERNMENTAL FUNDS
June 30, 2008

————

Special Revenue Funds

Debt Total Other
Retirement Governmental
Lunch Fund Athletic Fund Fund Funds
ASSETS
Cash and Cash Equivalents $ 79,514 $ 3222 % 42295 $ 125,031
Receivables:
Accounts 648 0 0 648
Due From Other Governmental Units 3,288 0 0 3,288
Inventory:
Supplies 2,528 0 0 2,528
Total Assets $ 85,978 $ 3,222 $ 42,295 $ 131,495
LIABILITIES AND FUND EQUITY
Liabilities
Accounts Payable $ 0 $ 0 $ 3151 $ 3,151
Fund Equity
Fund Balances:
Reserved:
Debt Service 0 0 39,144 39,144
Unreserved and Undesignated, Reported In:
Special Revenue Funds 85,978 3,222 0 89,200
Total Fund Equity 85,978 3,222 39,144 128,344
Total Liabilites and Fund Equity $_____ 85978 $_____ 3222 $____ 42205 $_____ 131495
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COMBINING STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30, 2008

Special Revenue Funds

Debt Total Other
Retirement Governmental
Lunch Fund Athletic Fund Fund Funds
Revenue
Local Sources $ 187,954 $ 116,652 $ 562,785 $ 867,391
State Sources 37,882 0 0 37,882
Federal Sources 286,313 0 0 286,313
Total revenue 512,149 116,652 562,785 1,191,586
Expenditures
Current:
Food Services 469,595 0 0 469,595
Athletics 0 264,706 0 264,706
Capital Outlay 16,059 47,524 0 63,583
Debt Service:
Principal Retirement 0 0 445,000 445,000
Interest and Fees on Long-Term Debt 0 0 129,546 129,546
Total expenditures 485,654 312,230 574,546 1,372,430
Excess of revenue over (under)
expenditures 26,495 (195,578) (11,761) (180.844)
Other Financing Sources (Uses)
Operating Transfers In 0 214,760 0 214,760
Operating Transfers Out 0 (24,865) 0 (24,865)
Total other financing sources (uses) 0 189,895 0 189,895
Excess of revenue and other sources over
(under) expenditures and other uses 26,495 (5,683) (11,761) 9,051
Fund balances - beginning of year 59,483 8,905 50,905 119,293
Fund balances - end of year $ 85,978 $ 3,222 $ 39,144 $ 128,344
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TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND

DETAILS OF REVENUE COMPARED TO BUDGET

For the Year Ended June 30, 2008
With Comparative Totals for the Year Ended June 30, 2007

2008
Amended 2008 2007
Budget Actual Actual
Local Sources
Current Property Taxes $ 4461919 $ 4426864 $ 4,252,504
Tuition 34,503 34,503 40,179
Transportation Fees 10,200 11,579 10,368
Interest on Investments 90,500 89,279 81,459
Rents 9,076 6,051 9,076
Medicaid Fee for Service 51,436 51,436 36,045
Miscellaneous Local Sources 49,762 49,640 50,271
4,707,396 4,669,352 4,479,902
State_Sources
State Aid Foundation Allowance 5,841,518 5,874,749 5,971,310
Special Education 370,003 237,911 234,841
At Risk 272,911 272,910 249,500
Math/Science 0 0 18,978
Preschool Program/Early Childhood Education 54,400 186,778 172,935
6,538,832 6,572,348 6,647,564
Federal Sources
ECIA Title | 256,420 256,420 272,889
ECIA Title II- Improving Teacher Quality 88,146 88,146 166,540
Title Il Part D - Education Technology 2,379 2,379 2,528
Title V 1,435 1,435 298
Medicaid Outreach 7,591 758 270
Schools and Roads Grant Funds 9,201 9,201 8,604
Special Education 0 0 4,000
365,172 358,339 455,129
Interdistrict Sources
Pre-Primary Speech and Language 30,153 30,153 27,448
Vocational Education 29,511 29,572 37,292
59,664 59,725 64,740
Other Financing Sources
Sale of Capital Assets 3,558 3,558 3,602
Operating Transfers In 24 865 24,865 25,180
28,423 28,423 28,782
Total Revenue and Other Financing Sources $__11699487 $__11688187 $__11676117
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TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND

DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2008
With Comparative Totals for the Year Ended June 30, 2007

Instruction

Basic Programs:

Elementary
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Junior High School
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

High School
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Preschool
Salaries
Employee Benefits
Supplies, Materials and Other

Total Basic Programs

Added Needs:

Special Education
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Compensatory Education
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

2008
Amended 2008 2007
Budget Actual Actual

$ 1,472,155 $ 1,472,063 $ 1,569,550
723,961 723,925 770,028
33,264 32,768 43,455
76,249 76,286 43,450
2,305,629 2,305,042 2,426,483
560,983 561,023 579,164
305,914 305,923 319,022
11,375 11,086 15,389
21,982 21,895 5297
900,254 899,927 918,872
1,131,567 1,131,973 1,119,105
559,836 559,934 550,991
98,768 98,523 63,304
33,777 33,775 50,028
1,823,948 1,824,205 1,783,428
36,258 36,257 28,026
16,815 16,811 14,364
1,327 1,332 464
54,400 54,400 42,854
5,084,231 5,083,574 5,171,637
619,645 619,636 633,029
316,338 316,309 342,639
20,196 42,428 20,767
1,339 1,336 3,779
957,518 979,709 1,000,214
264,004 264,000 298,608
114,195 114,183 139,117
54 54 282
3,868 3,935 3,273
382,121 382,172 441,280
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TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2008
With Comparative Totals for the Year Ended June 30, 2007

Instruction (Continued)
Added Needs: (Continued)
Vocational Education
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Total Added Needs

Adult Education:
Basic
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Total Instruction

Support Services
Pupil Services:

Guidance Services
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Health Services
Purchased Services

Psychological Services
Purchased Services
Supplies, Materials and Other

Speech
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

2008
Amended 2008 2007
Budget Actual Actual

$ 127,165 $ 127,159 $ 127,561
60,682 60,675 63,388
244,721 244,720 186,736
1,511 1,507 3,938
434,079 434,061 381,623
1,773,718 1,795,942 1,823,117
780 780 1,203
195 193 5,807
468 468 9,579
0 0 705
1,443 1,441 17,294
6,859,392 6,880,957 7,012,048
156,027 156,027 183,035
67,224 67,220 82,959
0 0 222
625 625 1,102
223,876 223,872 267,318
18,016 14,612 23,938
45,675 44,205 42,030
0 0 9
45,675 44,205 42,039
75,603 75,600 87,735
52,146 52,138 42,734
316 315 493
656 656 1,130
128,721 128,709 132,092

-36 -



TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2008
With Comparative Totals for the Year Ended June 30, 2007

2008
Amended 2008 2007
Budget Actual Actual
Support Services (Continued)
Pupil Services: (Continued)
Social Work
Salaries $ 46,647 $ 46,644 $ 9,308
Employee Benefits 18,505 18,493 3,483
Supplies, Materials and Other 312 312 0
65,464 65,449 12,791
Total Pupil Services 481,752 476,847 478,178
Instructional Staff:
Intructional Improvement
Purchased Services 9,991 9,990 11,839
Library Services
Salaries 76,055 76,051 75,373
Employee Benefits 32,964 32,951 33,105
Supplies, Materials and Other 9,383 9,380 12,114
118,402 118,382 120,592
Director of Instruction
Salaries 72,133 72,133 91,857
Employee Benefits 13,341 13,341 8,940
Purchased Services 773 773 1,058
Supplies, Materials and Other 1679 1,679 1131
87,926 87,926 102,986
Total Instructional Staff 216,319 216,298 235,417
General Administration:
Board of Education
Salaries 4,470 4,800 5,070
Purchased Services 63,929 62,456 45,291
68,399 67,256 50,361
Executive Administration
Salaries 162,789 162,789 161,176
Employee Benefits 131,945 131,945 67,681
Purchased Services 29,512 30,809 15,803
Supplies, Materials and Other 18,505 17,246 15,986
342,751 342,789 260,646
Total General Administration 411,150 410,045 311,007
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TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2008
With Comparative Totals for the Year Ended June 30, 2007

2008
Amended 2008 2007
Budget Actual Actual
Support Services (Continued)
School Administration:
Office of the Principal
Salaries $ 419,383 $ 419,377 $ 411,842
Employee Benefits 281,883 281,856 265,275
Purchased Services 81,480 81,480 82,015
Supplies, Materials and Other 11,925 11,905 26,721
794671 794,618 785,853
Business:
Fiscal Services
Salaries 84,541 84,541 81,291
Employee Benefits 68,154 67,647 142,630
Purchased Services 25,323 25,322 76,649
Supplies, Materials and Other 41,867 46,724 21,627
219,885 224,234 322,197
Operations and Maintenance:
Salaries 307,065 306,980 326,584
Employee Benefits 168,595 168,571 173,027
Purchased Services 353,023 349,089 295,297
Supplies, Materials and Other 86,982 85,270 76,329
915,665 909,910 871,237
Transportation:
Salaries 328,597 328,887 331,148
Employee Benefits 123,759 123,825 113,449
Purchased Services 50,009 50,008 78,651
Supplies, Materials and Other 179,287 174,442 156,020
681,652 677,162 679,268
Central Services:
Central Services
Purchased Services 0 0 4,000
Technology
Salaries 106,811 106,810 122,510
Employee Benefits 57,613 57,611 66,446
Purchased Services 37,630 37,480 42,105
Supplies, Materials and Other 1,937 1,936 4,464
203,991 203,837 235,525
Total Central Services 203,991 203,837 239,525
Total Support Services 3,925.085 3,912,951 3,922,682

- 38 -



TAWAS AREA SCHOOLS
losco County, Michigan

GENERAL FUND

DETAILS OF EXPENDITURES COMPARED TO BUDGET

For the Year Ended June 30, 2008

With Comparative Totals for the Year Ended June 30, 2007

Community_Services
Crossing Guard
Salaries
Employee Benefits

Other Community Services:
Salaries
Employee Benefits
Purchased Services
Supplies, Materials and Other

Total Community Services

Capital Outlay
Instruction

Support Services

Total Capital Outlay

Operating Transfers Out
Athletic Fund

Total Expenditures and Transfers
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2008
Amended 2008 2007
Budget Actual Actual
$ 2113 $ 2,113 % 2,153
625 625 542
2,738 2,738 2,695
9,266 9,266 0
2,295 2,295 0
489 434 0
145 145 0
12,195 12,140 0
14,933 14 878 2,695
2,352 2,352 0
206,530 202,557 136,200
208,882 204,909 136,200
214,768 214,760 220,317
$_ 11223060 $_ 11228455 $_ 11293942
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Roard of Education
Tawas Area Schools
losco County, Michigan

We have audited lhe financal statements of the governmental activities, each major fund, and the aggregals
remamning fund miormation of Tawas Area Schools, losco County, Michigan, as ol @nd for the year ended June 30,
2008, which collectively compnse the Tawas Area Schools' basic financial statements and have ssued our report
thereon dated Septembaer 28, 2008 We conducted our audil i accordance wilh audiling standards generally
accepted in the Uniled States of America and the standards applicable to financial audits contamned i Governmant
Audifing Standards, ssued by the Comptraller General of the United States.

Internal Contral Over Financial Reparting

In planning and parforming our audit, we considered Tawas Arca Schools' Internal control over financial reparting
as 3 basis for designing our auditing procedures for the purpose of expréssing our opinians on the financial
statements. but not for the purpose of expressing an opinion on the effactiveness of the Tawas Area Schools'
mternal conirol over financial reporting. Accordingly, we do nol éxpress an opimian an the sffectiveness of the
Tawas Area Schools' internal control over financial reporting

Our consideration of internal control over Tinancial reporling was for the imited purpose described n the preceding
paragraph and would not necessanly identily all defliciencies in nternal cantrol aver financial reporling that mighi be
significant deficiencies or matenal weaknesses, Howaever, as disgussed below, we entified one deficiency in
internal control over financial reporting that we consider to be-a significant delicency

A cantrol deficiency exists when the design or operalion of a control does nol allow management or employees, in
e normal course of performing their assigned functions, to prevent or detect missiaterments on a timely basis. A
significant deficiency Is a control deficiency, or combination of control deficiencies, that adversely affects Tawas
Area Schools' ahility to initiate, authorize, record, process. or report financial data reliably In accordance wilh
generally accepled accounting principles such that there 15 more than a remote likelinood that a misstatement of
Tawas Arpa Schools' financial statements that is more than inconsequential will not be prevented or detected by
Tawas Area Schools’ internal.contral. We consider the deficiency 08-1, described in the accompanying schedule of
findings and quaslionad costs, o be a significant deficiency In internal control over financial reporting.

A materal weakness s a signilicant deficiency, or combination of significant deficlenaies; that resulls in mora than a
ramote likelihood nat a matenal nusstatement of the Tinancial statements will not be prevented or delected by s
Tawas Area Schools' internal contral.

Our censideration of the internal control over linancial reporting was for the imited purpose described in the first
paragraph of this section and would not necessarily dentify all deficiencias in the internal conwrol that might be
significant deficiencies and, accordingly, wouid not necessanly disclose all significanl deticiencies that are also
considered to be material weaknesses, However, we belisve the sigmficant deficiency descrnbed above (o be a
materal weakness,
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Board of Education
Tawas Area Schools
September 26. 2008
Page Two

Compliance an r Matiers

As part of oblaining reasonable assurance aboul wheller Tawas Area Schools' inancial stalements are lree of
material misstatement, we pertormed tesls of ils compliance wilh certain provisions of laws, regulalions, contracts,
and grant agreements. noncomphance with which could have a direct and matenal effect on the determination of
financial statement amounts. However. providing an opimion on camphance with those provisions was not an
amective of our audit, and accordingly. we do not express such an opimion. The rasulls of our tests disclosed no
instances of noncompliance or other malters thalt are required W be reporled under Governmenl Audiling
Standards.

We noted certain matters that we have reported lo management of Tawas Arga Schools in a separate letter dated
Seplember 26, 2008.

Tawas Area School's response 1o the findings identified in ouwr audit 1s deseribad in the accompanying schedule ol
findings and questioned costs. We did not audit Tawas Arsas School's response and, accordingly we express no
Gpiman on il

Tius report is intended solely for the information and vse of management, the Board of Education, othars within the

entity, the Mictigan Departmenl of Educaton, federal awarding agencies, and pass-through entities, and is not
intended to be and should not be used by anyone ather than these specified parties.
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REFORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCLULAR A-133

Board of Education
Tawas Area Schools
losco County, Michigan

Compliance
We hava audited the compliance of Tawas Area Schiools with [he types of compliance requirements described In the

U.5. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that ere applicable 10 each of
Its major federal programs for the year ended June 30, 2008, Tawas Area Schools' major federal programs are
identified in the summary of auditars” resulls section of the accompanying schedtile af findings and queslionad cosis
Compliance with e requirements of laws, regulations, conlracts and grants applicable to each of ils major federal
pragrams iz the responsibility of Tawas Area Schools' managemenl. Our responsibility Is 10 express an opinion on
Tawas Area Schools' compliance based on our audil

We conducted our audit of compliance in accordance with auditing standards generally accepted In the United Slates
of America; the standards applicable 1o financial audils contained in Government Auditing Standards, issued by the
Camptioller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profil Organizations. Those slandards and OMB Circular A-133 require that we plan and perform the audil to abtain
reasunable assurance aboul whether noncompliance with the lypes of compliance requirements referred to above
lhat could have a direct and material effect on a major federal program occurred.  An audit includes examining, on a
lest basis, evidence aboul Tawas Arga Schools' compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe thal our audil provides a reasonable basis
for our apinion, Our audit does notl provide a legal determinalion on Tawas Area Schoals' compliance with those
raquIremenis

As described in itam DB-2 In the accompanying schedule of findings and questionad costs, Tawas Area Schools did
nol comply with requirements regarding lime and effort reporting thal are epplicable to the Title | Program.
Campliance wilh such requirements is necessary, in our opinion, for Tawes Area Schools lo comply with the
requiremants of thal pragram.

I our opinion, exceapl for he noncompliance described In the preceding paragraph, Tawas Area Schools complied. in
all material respects, wilh the requiremeants refered o above that are applicabls lo gach of its major federal programs
for tha year anded June 30, 2008

Intermal Control Over Compliance

The management of Tewas Area Schools s responsible for establishing and maintaining effective internal cantral over
compliance with the requirements of laws, regulations, coniracls and grants applicable lo federal programs  In
plarning end performing our audit, we considered Tawas Area Schools' Internal conlrol over compliance wilh
requirements that could have a direct and material effect on a major federal program In order fo determineg our auditing
procedures for the purpose of expressing our apinion on compliance, bul nol for the purpose of expressing an opinian
on lhe effegliveness ol internal contral over camplianee.  Accordingly, we do nol express an apinion on the
affecliveness of Tawas Area Schools’ internal contral over compliance.
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Board of Education
Tawas Area Schools
September 26, 2008
Page Two

A control deficiency 0 an entity's internal contral aver compliance exists when the design or operation of a control
does nol allow management or employeas, m lha normal coeurse of performing their assigned functions, to prevent or
detect noncompliance with a fype of campliance requirement of a federal program on a timely basls. A significant
deficiency Is a control deficiency. or & combination of contral deficiencles, that adversely affects the entity’s ability to
administer a federal program such thal there 15 more lhan a remote likelihood that noncompliance with a type of
compliance requirement of a federal program that 15 more than inconsequential will not be prevented or detected by
the entity's internal control,

A material weakness 15 a significant deficiency, or a combination of significant deficiencies, that results in more than a
remote likellhood that material noncompliance with a type of compliance requirement of a federal pregram will not be
prevented or detected by the entity's internal conlral,

Our consideration of internal control over compliance was for the limited purpose described In the first paragraph of
this section and would not necessarly dentify all defimencies in internal control thal might be significant
deficiencies or material weaknesses. We did not identify any deficiencies in intemal cantrol over compliance that
we consider 1o be matenial weaknesses, as delined above

Tawas Area Schools' responses to the findings identified in our audit are described in the accompanying schedule
of findings and questioned costs. We did not audit Tawas Area Schools' responses and, accordingly, we express
na opinion on them,

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Tawas Area Schools, as of and for the year ended June 30, 2008, and have issued our
report thereon dated Septernber 26, 2008. Our audit was performed for the purpose of forming our opinions on the
financial statements  that collectively comprise the Tawas Area Schools’ basic financial statements.  The
accompanying schedule of expenditures of lederal awards is presented for purposes of additional analysis as required
by OMB Circular A-133 and is not a required part of the basic financial statements. Such information has been
subjected (o ihe auditing procedures applied in the audit of the basic financial statements and, in our opmion, is fairly
stated, in all material respects, in relation to the basic financial statements laken as a whole,

This repart is intended solely for the information and use of management, the Board of Education, others within the
entity, the Michigan Department of Education, federal awarding agencies, and pass-through entities, and Is not
intended lo be and should not be used by anyone other than these specified parties.
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TAWAS AREA SCHOOLS
losco County, Michigan

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Year Ended June 30, 2008

Findings - Financial Statements Audit

07-1
Internal Controls Financial Statement Preparation

Tawas Area Schools have individuals on staff to review the financial report to ensure it is
accurate, and the financial informatio n reflects the recording of the proposed entries.
However, the individuals do not review and determine that the financial report is a
complete presentation in accordance with Generally Accepted Accounting Principles.

Current Status:
The situation still exists and is included below as a current year audit finding.

Findings and Questioned Costs - Major Federal Award Programs Audit

07-2
Cost Principles Child Nutrition Cost Allocations

Office of Management and Budget Circular A-87 and state guideline s require costs be
allocated on an equitable basis. The percentages used to allocate food service costs to
lunch, breakfast, a la carte and other services were based on an estimate of hours by
service rather than actual hours accumulated by service.

Current Status:
This situation was corrected. A full time Food Service Director was hired and the hours
charged to the food service program were based on actual hours.

07-3
Eligibility Child Nutrition Program Eligibility

State and federal compliance supplements require school personnel verify a sample of free
and reduced lunch applications with independent income sources. Two of the four files
tested did not obtain independent third party verifications.

Current Status:
This situation was corrected. In the current year eligibility and internal verification testing,
there were no exceptions noted.



TAWAS AREA SCHOOLS
losco County, Michigan

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30. 2008

Summary of Auditors’ Results

(1) The auditor's report expresses unqualified opinions on the financial statements of Tawas Area Schools.

(2) One material weakness relating to the audit of the financial statements is reported in the Report on Internal
Control over Financial Reporting and on Compliance and Others Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards.

(3) No instances of noncompliance material to the financial statements of Tawas Area Schools, which would be
required to be reported in accordance with Government Auditing Standards, were disclosed during the audit.

(4) One significant deficiency is disclosed regarding internal control over major federal award program
compliance in the Report on Compliance with Requirements Applicable to Each Major Program and on
Internal Control over Compliance in Accordance with OMB Circular A-133.

(5) The auditors’ report on compliance for the major federal award programs for Tawas Area Schools expresses
a qualified opinion.

(6) The auditors’ report disclosed one finding relative to the major federal award programs of Tawas Area
Schools.

(7) The programs tested as major programs included: Title |, CFDA #84.010, and the School Nutrition Cluster,
CFDA #10.553 and #10.555.

(8) The threshold used for distinguishing between Type A and B programs was $300,000.

(9) Tawas Area Schools did not qualify as a low-risk auditee.

Findings - Financial Statements Audit

08-1 Financial Statement Preparation

In conjunction with our audit, we have been contracted to prepare the financial statements and related disclosures
based on the information provided to us by Management. We would like to stress that this service is allowable
under AICPA ethics guidelines and may be the most efficient and effective method for preparation of the District's
financial statements. However, if at any point in the audit we as auditors are part of the District's control system for
producing reliable financial statements, auditing standards indicate that the District has a control deficiency. If
Management is not able to prepare financial statements, including disclosures, and the auditors are contracted to
prepare these statements, this is considered a control deficiency. We recommend that Management and those
charged with governance evaluate and document their decision on the costs and benefits of whether to contract for
this service with our firm.

An example of where the District relies on the auditor as a control for producing reliable financial statements is in
the development of a listing of fixed assets additions. Currently, management does not have procedures in place to
ensure that all items purchased by the District that meet the capitalization policy requirements are being capitalized.
During the audit, several items were noted that needed to be capitalized and provided to the appraisal company
that was not. We recommend that management establish procedures to ensure that all purchases that meet the
Districts capitalization policy are added to the additions listing and are properly included by the appraisal company
on the year end fixed asset listings.

Criteria:  Accounting principles require personnel of Tawas Area Schools have the knowledge to review and
determine the financial report is a complete presentation in accordance with Generally Accepted Accounting
Principles.
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TAWAS AREA SCHOOLS
losco County, Michigan

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30. 2008

Findings - Financial Statements Audit (Continued)

08-1 Financial Statement Preparation (Continued)

Condition: Tawas Area Schools’ personnel prepare various financial information throughout the year to assess
operations and the financial condition of the School District. However, prior to the closing of the year end, various
entries material to the financial statements were proposed by our firm. Also, the School District relies on our firm to
assist in reporting the annual financial report in accordance with Generally Accepted Accounting Principles.

Questioned Costs: None.

Context: Tawas Area Schools have individuals on staff to review the financial report to ensure it is accurate, and
the financial information reflects the recording of the proposed entries. However, the individuals do not review and
determine that the financial report is a complete presentation in accordance with Generally Accepted Accounting
Principles.

Effect: As a result, the School District is considered to have a material weakness, since reporting errors or
omissions could occur in the preparation of the annual financial report that would be departures from Generally
Accepted Accounting Principles and the School District would not be in a position to detect the errors or omissions.

Views of responsible officials and planned corrective action: Tawas Area Schools plans to look into the
purchase and use of the 2005 Governmental Accounting, Auditing and Financial Reporting — Using the GASB 34
Model (commonly known as the “Blue Book™”), to help train and assist management with the disclosures required for
the financial statements.

Findings and Questioned Costs — Major Federal Award Programs Audit

08-2  Title | — Time and Effort Reporting

Criteria: Office of Management and Budget Circular A-87 requires when an employee is co-funded that written
schedules be prepared, signed, and dated by the employee and account for the person’s total activity to
substantiate the amount charged to the federal program.

Condition: The School District’'s schedules on file did not agree with the actual amount of time being charged to
the grant.

Questioned Costs: $7,044.

Context: The schedules being used to allocate payroll were not current and did not match the current signed
schedules kept by the Title | Director.

Cause/Effect: The Title | Director was not aware that the current schedules were not the schedules being used to
allocate payroll costs.

Recommendation : We recommend that management establish procedures to incorporate the Title | Director into
the allocation process to ensure that accurate, up to date, schedules are being used when processing payroll.

Views of responsible officials and planned corrective action: Tawas Area Schools plans to have the Title |
Director and the Payroll Clerk work together on a continual basis to ensure that they are both in agreement as to
the amounts to allocate to Title | and that those amounts match the current schedules for each employee kept on
file.



TAWAS AREA SCHOOLS
losco County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30. 2008

Accrued Accrued
Federal Approved (Memo Only) (Deferred) Current Year (Deferred)
Federal Grantor or Pass Through Grantor CFDA Grant Award Prior Year Revenue Current Year Receipts Revenue
Program Title/Grant Number Number Amount Expenditures July 1, 2007 Expenditures (Cash Basis) June 30, 2008
U.S. Department of Agriculture
Child Nutrition Cluster:
Passed through the Michigan Department of Education:
School Breakfast Program
071970 2006-2007 10.553 $ 61,442 $ 55,658 $ 0 $ 5,784 $ 5,784 $ 0
081970 2007-2008 60,921 0 0 60,921 60,921 0
122,363 55,658 0 66,705 66,705 0
National School Lunch Program
Section 4 - All Lunches
071950 2006-2007 10.555 28,038 25,192 0 2,846 2,846 0
081950 2007-2008 24,905 0 0 24,905 24,905 0
52,943 25,192 0 27,751 27,751 0
Section 11 - Free and Reduced
071960 2006-2007 10.555 153,215 136,854 0 16,361 16,361 0
081960 2007-2008 150,558 0 0 150,558 150,558 0
303,773 136,854 0 166,919 166,919 0
Total Child Nutrition Cluster 479,079 217,704 0 261,375 261,375 0
Passed through the Michigan Department of Education:
Food Distribution
55030 Entitlement Commodities 10.550 24,915 0 0 24,915 24,915 0
55030 Bonus Commodities 23 0 0 23 23 0
24,938 0 0 24,938 24,938 0
Passed through losco County:
Schools and Roads Grants Funds 10.665 9,201 0 0 9,201 9,201 0
Total U.S. Department of Agriculture 513,218 217,704 0 295,514 295,514 0




TAWAS AREA SCHOOLS
losco County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2008

Accrued Accrued

Federal Approved (Memo Only) (Deferred) Current Year (Deferred)

Federal Grantor or Pass Through Grantor CFDA Grant Award Prior Year Revenue Current Year Receipts Revenue
Program Title/Grant Number Number Amount Expenditures July 1, 2007 Expenditures (Cash Basis) June 30, 2008

U.S. Department of Education
Passed through Michigan Department of Education:

Title | - Grants to Local Educational Agencies
081530 0708 2007-2008 84.010 $ 256,420 $ 0 $ 0 $ 256,420 $ 229836 $ 26,584

Passed through the Michigan Department of Education:
Title V LEA Allocation
080250 0708 2007-2008 84.298 1,435 0 0 1,435 1,435 0

Passed through the Michigan Department of Education:
Title Il Part D Education Technology:
Technology Literacy Challenge Grants
084290 0708 2007-2008 84.318 2,379 0 0 2,379 2,379 0

Passed through the Michigan Department of Education:
Title Il Part A:
Improving Teacher Quality
080520 0708 2007-2008 84.367 88,146 0 0 88,146 88,146 0

Total U.S. Department of Education 348,380 0 0 348,380 321,796 26,584

U.S. Department of Health and Human Services
Passed through losco Regional Educational Service Agency:

Medical Assistance Program Title XIX:
Transportation Claims 93.778 758 0 0 758 758 0

Total Federal Financial Awards $ 862,356 $ 217,704 $ 0 $ 644,652 $ 618,068 $ 26,584




TAWAS AREA SCHOOLS
losco County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2008

Notes:

1. The Schedule of Expenditures of Federal Awards is a summary of the cash activity of the Organization's
federal awards and does not present transactions that would be included in financial statements of the
Organization presented on the accrual basis of accounting, as contemplated by accounting principles
generally accepted in the United States of America.

2. Expenditures on this schedule reconcile with amounts reported in the financial statements and the financial
reports submitted to the Michigan Department of Education.

3. The amounts reported on the R7120, Grants Section Auditors' Report, reconcile with this schedule.

4. The amounts reported on the Recipient Entitlement Balance Report, or PAL Report, agree with this
schedule for USDA donated food commodities and are reported in the Cash Receipts column.

5. Expenditures include spoilage or pilferage.

6. Reconciliation to financial statements:

General Fund $ 358,339
Special Revenue Fund:

Lunch Fund 286,313

$ 644,652
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September 26, 2008

Managemenl and the Board of Education
Tawas Area Schools
losco County., Michigan

We have conducted he audit of the financial statements of the governmental activities, each
major fund and the aggregate remaining fund information of the Tawas Area Schools as of and
for the year ended June 30, 2008 and have |ssued our report dated September 26, 2008. We
are reguired lo communicate certain matters to you In accordance with auditing standards
generally accepted in the United States of America that are related to Internal control and the
audit. The appendices to this |etter set forth those communications as follows:

| Auditor's Communication of Significant Matlers with Those Charged with Governance

Il Management Comments

We discussed these malters with vanious personnel in the School Distnct dunng the audit and
mel with management on September 26, 2008, We would also be pleased to meet with you to
discuss these malters at your convenience,

These communications are ntended solely for the information and use of management, the

Board of Education, othars wittun the School District and the Michigan Department of Education
and are not intended to be and should not be used by anyona other than those specified parties,

Very truly yours,

Stachoneon, Graide ¢ G, P-C.

Oifices
Easl Thwas
West Booch
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Appendix 1
Communication to Those Charged with Governance

Responsibllities Under U.S. Generally Accepted Audiling Standards and OMB Circular A-133

As swated In our engagement letter dated July 1, 2008, our responsibility, as described by professional
standards, |s to express opinions aboul whether the linancial statements prepared by management with your
ovarsight are fairly presented, in all malenal respects, in confarmity with U.S, generally accepted accounting
principles. Our audit of the financial stalements does not relieve you or management of your responsibililies.

In planning and performing our audit, we considered Tawas Area School's Internal control over financial
reporting in order to determine our suditing procedures for the purpose of expressing our opinions on the
financial statements and not to provide assurance on lhe internal control over linancial reperting. We also
cansidered internal contral over compliance with requirernents thal could have a direct and material effecl oan a
major faderal program In order to determine our auditing procedures for the purpose of expressing our opinion
an compliance and to test and report on intemal control over compliance In accordance with OMB Circular A-
133.

As part of obtaining reasonable assurance aboul whether Tawas Area School's financial statements are free of
material misstaternent, we performed tests of ils compliance. wilh certain provisions ol laws, regulations,
contracts, and grants, nencompliance with which could have a direcl and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was nol an
objeclive of our audit. Also In accordance with OMB Circular A-133, we examined, on a lesl basis, evidence
ahaul Tawas Area School's compliance with the types of compliance requirements described in Ihe “U S, Dffice
of Managemant and Budget (OMB) Circular A-133 Compliance Supplement” applicable lo gach of its major
faderal programs for the purpose of expressing an opinion on Tawas Area School's compliance with those
requirements,  While our audit provides a reasonable basis for our opinion, it does not provide a legal
determination on Tawas Area School's compliance wilh those requirements.

Planned Scope and Timing of the Audit
We performed the audil as outlined in our engagement letter related to planning malters dated July 1, 2008.
Significant Audit Findings
= Management is respansible for the selection and use of appropriate accounting policies. We will
advise managemeant aboul their appropriateness and application, The significant accounting policies are
dascribed in (Nate 1) of the financial statements, We noted no fransactions entered into by the School
Distric! during the year where there is lack of authoritative guidance or consensus. There are no
significant transaclions thal were recognized In 2 period other than which they occurred.
= Accounting estimates are based on managemant's knowledae and experience aboul past and
current events and assumplions. Some eslimales are sensilive because of lheir significance to the
financial siatements and the fact that future evants affecting them may differ from those expectad.

s Disclosures in the financial statements are neulral, consistent and clear. Cerlain disclosures are
more sansitive than others due to their relevance to the users of the fmancial statements.

Difficulties Encountered During the Audit

We encountered no difficulties during (he audit.

Corrected and Uncorrected Misstatements

Profassional standards require that the auditor accumulate all known and likely misstalements identified during

the audit, other than those the auditor beliaves to be trivial The adjusiments identified during the audit have
been communicated to management. A summary of unadjusted audil differences is attached.
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Appendix 1
Communication to Those Charged with Governance

Disagreements with Managemeant

A disagreement with management is defined as a financial accounting, reporting or auditing matter, whether or
nat resolved to our satisfaction, which could ba significant, individually ar in the agaregate to the financlal
statements or the auditor's report. We had no disagreements with management during the audit.

Managemen! Reprasentalions

We have reguested certain represeniations from management that are included in the management
representation leller daled as of the date of the audit report.

Management's Consultations with Other Accountants

From time to time, managemenl may decide to consull with other accountants about audit and accounting
matters, Should this occur, professional standards require the consulting accountant to communicate with us to
determine that they have all the relavant facts. To our knowledge, there were no consultations with ather

accountants during the year
Significant Issues Discussed or Subject to Correspondence with Management

From time to ime audilors discuss significant issues with management such as business conditions affecting
the entity, business plans and stralegies thal may affect the risk of material misstatement and the application of
accounting principles and audiling standards. The issues discussed during the audit occurred during the normal
course of our professional relationshig and our responses were not a condition to aur retentian.

Other Reports

Ciher information that is required 1o be reported to you |5 included in the Report on Internal Control Cver
Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed In Accordance with Government Auditing Standards, Report on Compliance with Requirements
Applicable to Each Major Frogram and on Internal Control Over Compliance in Agcordance with OMB Circular
A-133, and the Schedule of Findings and Cuestioned Cesls. Please read all information included in those
reporls lo ensure you are aware of relevant informalion

In planning and performing our audit of the financial statements ol Tawas Area Schools as of ana for the year
anded June 30, 2008, in accordance with auditing standards generally accepted in lhe United States of
America, we considered Tawas Area School's internal control over financial reporting (internal control) as a
hasis for designing our audiling procedures for the purpose of expressing an opinion on the financial
statenients, but not for the purpese of expressing an opinion an the effectiveness of the Tawas Area School's
internal cantral, Accardingly, we do nol express an opinion on the effecliveness of the Tawas Area School's
Internal contral

Our consideration of internal control was for the limiled purpose described in the preceding paragraph and
would not necessarily identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses.

A control deficiency exists when the design or operation of a control does not allow management or employees,
in the normal course of performing thelr assigned functions, to prevent or detect misstatements on a timely
basis. A significani deficlency is 2 conlral deficiency, or combination of Control deficiencies, that adversely
affects the entity's ability to initiate, authorize, record, process, or report financial data refiably in accordance
with generally accepted accounting principles such that there i5 more Ihan a remote likelinood that a
misstatement of the entity's financial statements that 15 more than inconsequential will not be prevented or
detected by the entily’s intermal control
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Appendix Il
Management Comments

A material weakness |s a3 significant delicency, or combination of significant deticiencies, that resulls in more
ihan & remote likelihood that a8 material misstatement of the financial statements will not be prevanted or
delected by the entity’s internal contrul  We identified the following deficiencies in internal control that we
consider o be material weaknesses.

FINANCIAL STATEMENT PREPARATION CONTROLS

In conjunction with our audil, we have been contracted to prepare lhe linancial statements and related
disclosures based on the informalion provided to us by Management. We would like to stress Ihal this service 18
allowable under AICPA ethics guidelines and may be the most efficient and effective method for preparation of
the District’'s financial statements. However, if at any point in the audit we as auditors are part of the District’s
control system for producing reliable financial statements, auditing standards indicate thal the Distnict has a
control deficiency. Il Management is not able to prepare financial statementls, Including disclosures, and the
auditors are contracted to prepare these statements, this is considered a control deficiency. We recommend thal
Management and those charged with governance evaluate and document their decision on the costs and
henefits of whelher to conlract for this service with our firm,

An example of where the District relies on the audilor as a control for producing reliable financial stalements 15
in the developmenl of a listing of fixed assets addiions. Currenlly, management does not have procedures in
place lo ensure that all tems purchased by the District that meel the capitalization policy requirements are being
capitalized. During the audit, several items were noled that needed to be capitalized and provided lo the
appraisal company that were not. We recommend that management establish procedures to ensure that all
purchases thal mee! the Dislricts capitalizalion policy are added lo the additions listing and are properly
Included by lhe appraisal company on the year end fixed asset listings.

In addition, we recommend that managemaent look inte purchasing the 2005 Governmental Accounting, Auditing
and Financial Reporting — Using the GASB 24 Model (commonly known as the "Blue Book”), to help train and
assist managemant wilh Ihe disclosures required for the financial statements. This guide is offered through the
Governmeni Finance Officers Association website at www.afoa.org

We have also noled various items we feel could improve your internal contrels or operating efficiencies. These
ilems are not considered significant deficiencies or material weaknesses bul are presented for your
consideration

TIME AND EFFORT REPORTING

Office of Management and Budget Circular A-87 requires when an employee is co-funded, thal wntten
schedules be prepared, signed, and dated by the employee and account for the person's total activity to
substantiate the amount charged to the federal program. Written schedules were prepared by all employees co-
funded through Title |; however, these schedules did not agree with the charges actually being charged to Title I.
The reason for this difference was due to the allocation used by lhe payroll department was from non-current
schedules provided by the individual building principals. We recommend that management establish
procedures 1o incorporate the Title | Director into the allocation process to ensure that accurate. up to
September 26, 2008, schedules are being used when processing payroll,

SEGREGATION OF DUTIES

Imternal conirols are designed o safeqguard assels and help or delect losses from employee dishonesty or error.
A fundamental concepl in a good system of internal control is the segregation of duties. Although lhe size of the
District's staff prahibits complete adherence o this concep!, we believe lhal implementing the following practice
could greatly improve existing internal conlrol withoul impairing efficiency. Currently the payroll clerk has
compiele access lo all functions In the payroll system, We recommend lhat the Superintendent begin
parforming spot checks on random payroll checks on g periodic basis 1o ensure that the correct wage rate and
hours are being used each pay period.
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Appendix Il
Management Commenls

STATUS OF PRIOR YEAR COMMENTS:

We have reviewed the status of comments and recommendstions made in the prior year. The stalus of prior
vear comments is as follows.

Situation Decision To  Progress Still
Commenl Caorrected Mot lmplement  Made Exists
inability to independently prepare reliable
financial statemenis A
Accumulate food service employees time by
gervice X
Substantiate all income by Independent
sources for all food service verification lesling
perfarmed b S
Obtain two signatures on all student activily
fund checks prior 1o mailing X

Amend the budgets penodically to ensure no
expanditures exceed appropriated amounts al
yearend *





